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Facts 


_ For the past few years the research division of the Robert Morris 
Aesocsates of Lansdowne, Pennsylvania, has been making industry studies 
by developing what they call ‘selected’ or type ratios. It is the purpose 
of this paper to develop similar ratios for the lumber industry. For this 
‘yeason it will be necessury to spend some time at the toudnndins of the 
Gisoussion to review methods of statement analysis that are somewhat 
fomiliar to the eredit nan and to make a gurvey of the industry itself. 

di "fhe original part of the work is the method used in studying 
this particular industry. Previous stoskes have been made of lumber 
yards and luiber mills but here the industry bas been divided into four 
groups in the following manner: | 

1. Retail lumber dealers. 
&. Wholesale lumber yards. 
3. Wholesale lwnber dealers Without yards or inventory. 


4. Retail lumber dealers who also operate a mili work factory. 


, Select ratios have been developed for each of these groups and 
several methods have been used to show how these ratios can be used to 
form an index figure. 

In Chapter b snedvidwal companies are compared to the group 
to show the importance of croup ratios in determining the standing of 


any one company. Chapter 6 contains a discussion of the business cycle. 
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INTRODUCTION 


The lumber industry is one of the greatest of all American 
“induntries. In order that itsmagnitude might be fully viswalized, figures 
are given in the Fourteenth Census to show the valve of preducts of estab- 
Listments in the lusber industry group. In this censvs, lumber and timber 
| products were valued at §1, $95,035,667, while lumber, planing mill products 
were valued at §500,458,258 and wooden boxes at #277, 818,454. ‘There were 
‘only two other industries which had more wage earners, the value of wreduete 
Produced ranked ninth. There were 291,367 manufacturing establishments in 
the United States and of this number there were 26,119 lumber and timber 
progucte eatablishnents. 
My : But even without these figures, it is easy for any person to 
eraap Sone idea of the size of the industry. Yor every American industry 
ie dependent upon lumbers in facet the bome life of Americe is dependent 
upon lwaber, for without lumber we could not have our homes. 
: | This particular study has been made in order to show methods that 
wake be used by the lumber dealer to rate a credit risk, and in turn to 
show his relation to other lumber dealers. But such a study would not be 
of much benefit unleas some background were given to désecribe lumber, 
production, distribution, and financial problems, It is with this idea 
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in mind that the following material is presented. 


In order to grasp the proper concept of lusber production, one must 
first reulize the tremendous amount of lumber that is produced each year in 
the United States. This idea is very well pointed out by Brown when he 
states that we produce more than one-half of the total lumber of the world, 
yet we only export 5 to 7 per cent of our annval production. there are over 
six hundred different species of trees found in the United States of which 
sixty are of considerable commercial importance. The principal lumber produc- 

Fi 1860 has been in the southern states, but ihe ‘Great vimekedia 
bodies of virgin timber are on the west coast, partiouleriy in the five 
nortiestern states of Oregon, Washington, California, Idaho, and Kontane 
in order of importance. The industry employs over a million men and repre~ 
sents ‘an investuent of over fifteen billion dollars. About 60 per cent of 
the total lumber production is composed of softwoods and the remaing 20 per 
cont of hurdwoods. The southern pine territory has supplied approximately 
ent-tnive of the total lumber produced. However there is a rapic movement 
to the Went. Sovthern forests have been heavily taxed with the reault that 
there is e possibility that in a few years they will be able to produce” 
only enough lumber for local needs. 
wa : In the past few years there has been an inerease in the number 

of ‘large mills and this condition will be present until the large bodies 

or virgin forests are cut. ‘There are between $0,000 and 40,000 sawmilis 
in this country. In the year 1919 there were 762 mills each cutting 10,000,- 
000 board feet or more per year, The same census showed 29,534 mills in 
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the country. In 1923 about 65 per cent of our total lumber production vas 
by a few comparatively large mills. 

_ The above gives some idea of the magnitutde of the industry, but 
in this paper we are not so much concerned with lumber companies in the 
producing line, so it will not be necessary to go into further detail in 
regara to production. However, it will be wise to add that there is a 
consideruble period between the time that lumber is cut and when it is 
| placed upon the market. 


Willium M, Jardine, Secretary of the tiiirlieiiil of Agriculture, 
| recently addressed meeting of the National-American Wholesale Lumber 
Association and in the Amrican Seebenieith for April 24, 1026 a report is 
given of this speech in which Mr. Jardine pointed out why the problem of 
lumber distribution is indeed « serious problem. He pointed out that the 
mere magnitude of the lwater distribution job is staggering. “Nore than 
50,000,000 tons of luuber a year are carried by the railroads —— a traffic 
that constitutes nearly 4~1/2 per cent of the total tonmege originated on 
the railroads and yields over 7 per cent of the total freight revenues.” 

| Several factors can be pointed out which control the distribution 
of our lumber products. In the first place there are demands in different 
warkets for species having certain properties. One market may want lumber 
chiefly for construction while another market may use lumber for car build 
ing, boxing or crating. ‘Secondly, distribution is controlled by the price 
at which a satisfactory product can be delivered. ‘This second factor is 
in turn controlled by production, marketing, transportation costs, and by 
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the amount of profit which the shipper is willing or is forced to accept 
on a sale of his goods. 

In connection with the problem of distribution it is interesting 
: to note that at the same meeting of the Nutional~American Yholesale Lumber 
Assooiation referred to above, one speaker made the statement, that out of 
every dollar paid by the consumer the manufacturer received 43 cents, 
intimating that the distribution cost was 57 cents. 


Methods of Seijing 
In Chapter four of this report the lumber industry has been 
divided into four different groups and an analysis made of each of these 
groups but to give a background for such a grouping let us look at some 
of the factors which cotitrol sales methods and study such methods in 
‘more of « general way. 

3 "Modern lumber manufucturing may be separated into two main 
divisions, namely, wholesale and retail. Many manufacturers are active- 
ly engaged both in the wholesale and the retail trade and, on the other 
hand, wholesale and retail dealers often are actively interested in the 
manufacture of products which they se11.°\)) | 

7 Methods will his according to the size of the mill. The small 
mill operator will seldom be able to place his product upon the market 
directly because be produces such a email amount that the costs would be 
excessive, Tits is true because a small operator does not as a general 
rule ship lumber in carload lots and he cannot compete with the large 
operator who can ship in carload lots and thus take advantage of lower 


(1) Lumber ~ R, C. Bryant - page 381. 
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rates. However, the small mill] will make local sales. It is to the 
advantage of the small operator to use an outside wholesale dealer as 
outside dealers will often aid in financing the operation. He may also 
sell his product to another local dealer who will market the output in 
connection with that of his own plant. Again, he may s¢11 through com 
mission agents or brokers who charge a stated fee per thousand board feet, 
‘or per car. 
_ The large operator also uses several different ways to market 
. his predvet. Many maintain a sales department which handlea the output 
of one mill or u group of mills. ‘This sales office may be located in a 
| large city or may be at the plant. Agencies are often esteblished in 
; large consuming centers. Again, lumber may be sold thru comaiasion 
agents who have no direct relation to the sales organization. 
large operators also make use of selling agencies or sales 
exchanges and in order to show in « very clear way the methods used by 
sveb- agencies and exchanges, the following is quoted iron the book 
“Lumber" by BR. C. Bryant, pages 562-585: 
nist "The exchange represents « group of mills often with interlocking 
ownership which pool their sales. Sveh an exchange not only enables 
mills to reduce their expense by maintaining one sales department, but 
alge to handle orders which individual mills could not fill. This is 
not only because of greater volume of product available, but 
primarily because orders can be so distributed among member mills that 
 gptocks at individual plants can be kept more nearly ‘balanced'. Sell- 
ing agencies also may purchase luaber from manufacturers who are not 
members of the exchange and offer it for sale together with the product 
of wonber milis.* 
We have seen in a general way how lumber is distributed to the 
| various wholesale dealers but the retail lwiber dealer is the ultimate 


Gistributor of lumber. Retail dealers distribute about 70 per cent of our 
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dumber products. They sell in both large anc smell lots. This is the 
particular type of dealer which we are most interested in and he will be 
studied in more detail in the following chapters. 


In this study we are not much concerned with funded delt as funded 
dedt makes up but « small percentage of the debt of the various groups of 
‘companies. We are primarily interested in how the manufacturer, wholesaler 
| and retailer finances his sales and so in order to determine how this is 

| Gone we must see what terms of sale are customery ineach of these three 

| --—s«s Im the preparation of this section of the report the book by 

we it Steiner, “The Mechanism of Commercial Credit,” has been followed. It 
has been found that mamfacturers’ terms may in turn be placeé into three 
general classes. The smaller manufacturer will usually call for part cash 
with bis order with the balance to be paid upon arrival of the shipment. 
A second class of terms are those that are used by large milis and whole~ 
sealers and vamufacturers of furniture. This is the result of a furniture 
manufacturer taking the entire supply of some particular mill. The third 
Glass of terme are those that are recommended by the menatnaturers’ | 
association. The usual terms used to be 2 per cent 10 days but due to the 
fact that the source of lumber supply bas been steadily going toward the 
West, terms for “estern dealers had to be lengthened so that Yestern 
‘associations have inserted a clause that permitted cash discowt for 
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payment within five days after arrivel of the car. let terms have been 
60 deyn from date of invoice und in fome cases trade acceptances are 
specified of 90 days. 

Wholesalers terms to the retailer call for met cash 60 days from 
date of invoice, or less 2 per cent if pane within 90 deys. Trade ac- 
ceptances if used are to be for 00 days. ‘There has been « tendency for 
associations din recent years to ateaniie the we of trade acceptances. 

2 "Retail lumubermen generally sell on the usual retail terms, and 
the added expense of carrying their customers for at least a short period 
of time is inoluded in their selling prices.” (2) 


lio survey of the American lumber industry would be complete with- 
out same mention to the various trace associations which exist thruout the 
—* One of these associations may be found in cach region of the 
country. They exist for the purpose of bettering marketing conditions of 
their lumber. The Federal Trade Commission published on Pebruary 15, 1922 


a report of a study Gealing with lumber manufacturers national and 
regional trade associations. It gave the ten most important regional — 
associations which make wp the National lumber Manufacturers’ Association. 
These Associations are as follows: 
at 4 Southern Pine Association (manufacturers of southern yellow pine lumber) 
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2. West Coast Lumbermen'a Association (manufacturers of Douglas fir lumber) 


(1) Brown, N. C.-~ "The American Lumber Industry" 
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3. Western Pine Menufacturer's Association (manufacturers of Western 
“White and Yellow pine) 


-@. Northern Hemlock and Hardwood Manufacturers? Association (manu- 
_ facturere of hemlock and hard woods in Wisconein and upper Michigan) 


5, Michigan Hardwood Manufacturers’ Association (manufacturers of bemlock 
and hard weeds in lower Peninsula of Michigan) 


6. Northern Pine Manufacturers’ Association (mamfacturers of Minnesota 
: and Wisconsin northern pine) 


7. Herth Caroline Pine Association (manufectwers of yellow pine lumber) 


Maree 


Be ts Raat Sawmill Association (manufacturers of yellow pine 
CO eer 


68 seinen Cypress Manufacturers’ Association (manufacturers of cypress 
iusabe r 


“ 10. Galifornia Sugar and White Pine Manvfacturers' Association — 
: nu. Fedwood Manufacturers' Agseciation (manufacturers of California 
ae bs explained these ee asvociations have formed a national 
asscoistion. Sach regional association compiles statistics upon prices and 
produotion, the amount of sales and general market conditions ané forwards 
the date te the office of the national association in Chicago, which issves 
a weekly report. this report appears in practically every financial 
jovrnal and is watehed by al] dealers within the industry. 
| There are also various wholesale and retail lumber associations. 
The Netional~jre rican Yholesale lember Association is the most representative 
wholesale association. It represents a combined membership of about 700 firms, 
is national in its scope, and is truly representative of the industry; 
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offices are maintained in both New York City and Chicago. The National 
Reteil Lumber Dealer's Association is the most representative association 
of retdl dealers. Tt also has a very large membership. 

| Although associations are forbidden to fix prices, it is pretty 
generally understood by the various members that they will not cut prices. 


Prodvetion is likewise controlled by the various members refusing to place 


lumber on the market when prices are too low, ‘hen it is remembered that 


in 1918 about 60 per cent of the entire southern yellow pine production 


was controlled by members of the Southern Pine Abeeciation; the significance 
of the above can be realized. In general, it might be said thet the 
function of these associations is to apresé mutually helpful information 
amongst the various members of their associations. The associations have 
done much toward the establishment or uniform peacticn rules, standardize 
tion of sizes and methods and inspection services. They also hold conven- 
eset regular intervals and thus keep the men of the iniustry closely 


‘the last twenty years,‘ In Colonial days and up to a ¢ 
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Chapter 2 


STATEMENT ANALYSIS 


Statement Analysis as it is known to-day is a development of 
mparatively short 


time ago, highly organised credit investigating agencies were not in 


existence. In the Colonial village every merchant knew all the people to 


bictan he sold his merchandise. Tf a man did not have a bigh moral standing 
in the Community, and if he had been known to take advantage of his 
neighbors in a business $renenetion, it was difficult for him to secure 
goods unless he paid for them with cash. However, this same situation is 
present to«tiay in our rural communities where the village grocer will sell 
his wares on open book account to those whom he knows will pay when he 
presents his bill. The president of a country bank will lend money to 
farmers in his locality because he knows each one personally and knows 
what each one is worth and whether or not he can pay back his loan. But 
with the growth of popviation and the increasing size of the business enterprise 
this “personal touch" has been lost and consequently a need for credit 
investigating agangios has developed, Business men and bankers have become 
familiar with such agencies as Dun'’s and Bradstreets’ which have offices in 


7 all important cities and who have listed in their files the names of 


(1) Ratio Method of Statement Analysis and Type Figures -— A bulletin published 
by the Robert Morris Associates, 
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practically every business organization in the United States, 


“Phe two sources of credit information most commonly used by 
the three great branches of the (lumber) industry are the Plue Book 
issved by the National luwber Manufacturers’ Credit Corporation of 

Chicago and designed particularly to meet the needs of the manu-~ 
facturer by giving the credit ratings and standings of practically 
all buyers of lumber throughout the country including retail yards, 
factories, contractors, individual plants, etc., and the Red Book, 
issued by the Lumberman's Credit Corporation of Chicago and used by 

_ both wholesalers and retailers as well as other buyers of lumber and 
to a large extent by manufacturers ae well. Both the Red Book and 
> the Blue Book keep constantly in touch with the local reputation, 
financial standing, and responsibility of all concerns 6 8 ke and 
_. furnish information of great value to their subscribers, "(2 


As mentioned in the above quotation there are three factors whieh 
have usually been taken into consideration when analyzing a credit risk, 
In this atudy only one of these three factors will be used, but as pointed 
out by Hr. Alexander Wall of the Robert Morrie Associates the other two 
factors munt aleo necessarily enter into the decision when eredit is 
extended. These three factors have frequently been spoken of as the three 
SUE Wiodit, = nemely, Ubarceter, Cepesity and Capital, Bod dn recket 
years credit men bave come to realize that a fourth C shovld be added and 
we now speak of the four C's of Credit. This fourth © is the business 
eyele and it has to do with the periods of prosperity and depression which 
arise in any industry or group of industries. For example, although it 


may be @ very good policy for a company to have a large percentage of 


current assets invested in werehandise in a period of rising prices and 
thus take advantage of a speculative profit due to the rise in prices, it 
would be best to have a jlarger proportion of receivables to current assets 


in w period of falling prices. Let us now digcuss in turn each of the 


(1) Brown, N. 0. ~ The Anerfean Lumber Industry - page 127. 
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first two factors before making a detailed study of the third and fourth 
fact ors which are probably the most important. 

| First canes Character whieh is understood as meaning the moral 
‘rhok which is involved. If a firm is managed by men whose past is a story 
of dishonesty and frend it would not be wise to grant very much credit, even 
tho the Fisk should cheek up in all of the other factors. Bank credit de- 
partments will always trace a man's past and loans are often refused by the 
loaning office because he feels that the moral risk involved is too great. 


fee 'e credit agencies in New York Gaty make it a business to look up the 


 jnoral atanding of managers and officers whose history might be sought for 


av0h use. This surely is an important factor and must aiways be considered. 
In this conneotion may be recalled the well known story told about the 
wan whe went into the office of Mr. J. P. Morgan and asked for a loan of 
one ) million dollars. The lean was granted as Mr. Morgan said because he had 
‘conticenee in the Character of the man and he knew that the loan would 
ultimately be paid. "io statement is better than the man behind it” is an 
axion well understood by credit men. (2) 

ie The next factor that must also be considered along with our 
cnalysis of the financial etatonent is Capacity to pay, or the second C of 


Credit. A firm may be managed by men of high moral standing and may possess 


adequate capital but it must be remembered tJat the capacity of the business 


to earn profits which is its primary funotion might for numerovs reasons be 
curtailed. A business may be engulfed in the downward swing of uo business 
cycle or may be affected by discoveries in the raw material field. New 
inventions may make it impossible to compete with enterprises which can 


\ aeeeeeetneinenines 


(1) Bttinger & Golief ~ Credits and Collections - page 250. 
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manufacture the seme commodity at a much cheaper cost, ‘2? 
ee The above leads us to a discussion of the third factor ‘Capital’ 
or the ‘financial strength cisplayed as pointed out by Mr. Wall. “This is 
reflected by the amount of assets md liabilities, their various proportions | 
and qualities.” By a detailed atudy of the finaneial statement the other 
two factors can often be disclosed. For example, if the company has an 
duly “large Gash balance it may bear investigation as this balance may be 


the regult of what is known as “window dressing." 


The Robert Morris Associates gives the weight of 40 per cent, 
20 per cent and 40 per cent to threse three factors and se veongnines that 
each must be taken into consideration. 
a In recent years there bas been an attempt by various credit 
associations, banka, business houses, ac@ountants and governmental ageneies 
to deVelop a standard torn for the balance sheet and the profit and loss 


| statement eo that statements of various companics may be more easily 


mpar red, A single financial statement is of very little significance but 


vite 1 the wtahenent is compared with those of previous years cr months, 


t ‘changes may be noted, which may affect the credit standing of 
the ew" 


_ Jn order to later follow out our study of the financial element 
at will be necessary to discuss briefly some of the requirements for a 
financial Statement. First, the statement must be of a recent date or the 
Statements over a period of years should ail be taken off on the same date. 


sssteinanmmnens 


(1) See Robert Morris Associates Bulletin on Statement Analysis - 1925. 


Second, the statements should be taken off at least once a year and if pos- 
gible every month as changes may be detected easier in this way. ‘Thirdly, 
it should be an authenticated statement. It should be signed by an officer 
who has power to sign for the company and should bear the caupany seal. 
But above all it shovld be an audited statement signed by some reputable 
accounting firm. It is only natural that o wan will overvalue his own 
péepbestons and so the only reliable method is to call in some reputable 
auditing concern. (2) 
A fourth requirement for the financial statement is that the 
items listed should be standardized. As mentioned above, much has been done 
along this line, but there is still much to be done. For this reason the 
hobert Morris Associates have worked out the following classification of 
items, a copy of which appears as chart number one in chapter three. ‘he 
form of the statement is so plain that it would aot be of much ben fit to 
discuss each item separately, However some points are explained in 
chapter three where the actwal statement stdy is conducted. 


‘We have noted thus far the tendency for the development of 
standard atatenent forms. This has been ebieenine by the development 
of methods of studying the various statements. Perhaps the best method of 
Seabement analysis is the ratio method ag developed by the Hobert Morris 
Associates under the leadership of Mr. Alexander Wall. Many ratios have 
been suggested but eight are probably known more than any others, The 
ratios have been grouped by Mr. Wall into two classes: First the static 
ratios and secondly the dynamic ratios or in other words those which have 


‘ ete See W. H. Kniffin, Jr. - Commercial Paper ~ page 169. 
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the item of sales for their numerator are called the dynamic ratios as they 
show a relationship which exists between various items of the balance sheet 
and sales and may thus be termed dynamic or velocity ratios. 

“Much has been written samerning these eight ratios ao no further 
explanation will be given here. An excellent discussion of each ratio can 
be found in My. Wall's book "Anslytical Credits” and in various bulletins 
of the Robert Morris Associates. 


19 
Chapter § 


THR SELECTION OF TYPE RATIOS 


Jn Chapter two we have traced briefly the development of statement 
analysis. It was noted that during the past ten or trenty years many organi~ 
saddens have cooperated in order to procure what might be termed a standard 
statement form. But what is of particular interest to us here is the ratio 
method of analysis thet has been deseribed. The eight ratios to be used in 
this study are those indicated in Chapter two. : 


“a the purpose of this chapter is te point out methods by which 
ration ny he selected which are type ‘ratios for the limber industry. Por 
many years oregit, men and suv have considered that a company should be 
financially sound if it had « current ratio of 2 to 1. But naturally con- 
ditions wid vary in éifferent industries, so, that where & 2 to 1 ratio 
is a natiafactory indicetor for credit in one industry, a ratio of 1-1/2 
to 1 may be satisfactory in another industry. It is for this reason that 
the ately is made as it is the purpose to develop here euch ratios for the 
iumer industry. Much has been said about a standard current ratio of 2 
to 2 but very little bag been said as to the standards for the other seven 
rat tos, eo it will be equally or even more important to determine the 


other seven type ratios. 
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Phe Robert Morris Assoc fates have in the past conducted a similar 
study of the lumber lh but never before has the lusber industry been 
Givided into the four groups used in this report. The Classifications are 
those used by the National Lumber Manufacturers Credit Corporation and are 
as follows: ne | 

Bs i. Retail lumber dealers - "The retail lumber dealer is the 
ilnake distribution of lumber; it is estimated that 70 per cent ef all 
our lumber products is distributed thru the channels of the retail yards. 
They ‘sell in both large and small lots and constitute the backbone of the 
Gabbeting and distrivuting systen.*"” | | 

, 2. Wholesale lumber yards ~- There are two types of wholesale 
lumber dealers and this class is composed of dealers who operate wholesale 
yards. "Often sey buy midionse lumber at a stated price and regrade and 
hold it for a rise in prices. They may be interested in companies that 
control the output of one or several mills, They generally purchase lumber 
in the rough and resort or work the stock to suit the particular require- 
ments of their customera among the retail yards, factories, eto." 

S. Mholeonle lumber dealers without yards or inventory - "this 
other type of wholesaler carries no stock, has no yard, and seldom sees the 
 produst which he buys or sells. le may have one or more buying offices in 
the producing region of the lumber in which he is interested. He knows the 
conditions at these saw mills intimately ~~ the size and character of .their 
stocks, and the requirements of his customers _ With reference to them, and 


in} The American Lumber Industry ~ by G. N. Brown, page 112. 
2) The American Lumber Industry - by C. N. Brown, page 115. 
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? often assists financially toth the mill operator and the buyer by extending 
favorable terms. This feature is exceedingly important as large manu- 

: facturers seldom deviate from their terms, and a favorable terms clause 
will often be the deciding isave with the buyer, rather then the price of 


the stock delivered at his plant or yard." 


. 4» Retail lumber dealers who also operste a milinork 
Soe mille sell oniy to wholesalers but some mills rather than distribute 


Ort wholesaler muintadn their own sales organizations with the result 
- that we bave a large class of small retailers tho also operate their own 
-mill-work factory. | 


As explained in the preceding paragraphs the industry was first 
divides into four groups go that in each group there were companies of 
the same particular type. But in order to make the companies within the 
group Comparable so that ratios selected would mean more, companies of 
about the same size were selected. In group one in some cases the com 
panies did not sell lumber only but also sold coal, while in a few other 
cases they also sold hardware. Then again, companies were selected from 
practially every section of the country 80 that type ratios would be 
representative of the whole country. It was for this reason that state- 
nbnte of the Kansas City district were not included in the total as it 
was thought that they would tend to increase the importance of that 
section of the country. Statements were used which were taken off between 


(1) The American lumber Industry - by N. C. Brown - page 115. 
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November 1, 1925 and January Sl, 1026 so the selected ratios are 
representative of a particular period. If it were possibile to get state~ 


ments for six month periods this would be ideal but it would be impossible 


_ to get statements for such periods. 


Most of the statements used were not on the proper forms for 
enaiyats so the first step was to place these statements on forms to 
group the various items se the eight ratios Gould be easily figured. 


A copy of this form is here included as Form Number 1. It will be 


: noticed that denvent assets and current liabilities and other items are 


eaet and that ‘he ratios ¢an thus be more quickly found. 
Most of the itens need no further explanation but as practices 


_ Wary so wuch among credit men it will be best to explain how some items 


were classed, Uhere goodwill appeared it was deducted from the total of 


‘both avsets and isbilities. On the agset side space is provided for 
_ goodwill altho it was not included in the total, but on the liability 


pide it vas deducted from net worth. ‘Treasury stock was treated in the 


same manner, “here a depreciation reserve appeared it was carried as a 


reserve anc not deducted from fized assets and the statement readjusted 


as is so often done, Other items were treated in the usual manner. 
But the most interesting feature of this form eppears at the 


. botton where space is provided for the cight ratios of the particular 


name and the eight type ratios. This affords & method of comparing the 


individual company with the group. Such @ comparison is made in 


Chapter 5. 


Form Nur 1e. 
I a: Sa cen eee WADE ea awd Me a REC a a9 


you to identify your subject. These numbers for office use only. 


ROBERT MORRIS ASSOCIATES 
Industry Study 


If you do not wish to indicate the name of the company whose statement you submit, you can key 
statement by inserting a number at the upper left hand corner of the sheet. The upper right hand 
er is our key to identify the reporting bank and it is not necessary for you to indicate your name in 
way. 


Please be sure to submit figures only on such industries as indicated on the list accompanying this 
1, and only with dates ranging between November 1, 1925 and January 31, 1926, 


Fill Out in Dollars—Adjusting Cents 


] Payables 

ivables Taxes 

shandise Miscellaneous Current 
ernment Securities Total Current se 
LiL apmik Current Funded Debt 


otal Current 


t and Equipment Total Debt 


Other Slow Assets Reserves 


otal Non-Current 


iwill Capital Stock 
sury Stock Surplus 

Net Worth 
Total Total 


les for year ending with this statement $ 


The following information will be computed in the Central Office and returned to you for your 


RATIOS THIS NAME SELECTED RATIOS 
ent \ Current 
2.-Rec. Mdse.-Rec. 
th-Fixed Wotth-Fixed 
th-Debt Worth-Debt 
-Rec. Sales-Rec. 
-Mdse. Sales-Mdse. 
-Fixed Sales-Fixed 
-Worth Sales-Worth 
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After ratios had been worked the next step was to copy each 
staterent on a grovping sheet. This sheet was ruled off into columns, 
the head of each column being an item of the stetement. This was done 
for ona of the grovpe. “ach of the columns was then toteled and this 
gave a conbined statement. Ratios were for the coubined items. 

ie These combined statements for each of the four groupe have 
been prepared and are included in this report. But to better show the 


| proportions of the various items within each combined statement, they 

have also been presented as 100 per cent stetementa. "The 100 per cent 
Ip statement was Severepee by dividing each item on the balence sheet by 
: the total to _— what ‘Wereentage each item vore to the total. a(2) it 
can easily be geen that such @ statenent is of much more benefit then 
the ordinary dollar statenent. The 100 per cent statement is of particular | 
valve when comparing a single company with the group such as has been done 


oe 4. It also malws it easier to compare combined statements of 
the various groups. Por exenpiie; by yienitiel at the 100 per cent statements 


we can see how much cash will be expected of a certain compen in each 


group. (2) Statements presented in this way show in percentage form, 
Stitt: which are later brought out by the ratios. 

, The ratios of the individual statements were agserbled upon a 
modal sheet, one sheet being used for each ef the ratios for each division 
of the industry. One of these sheets is shown as form number 1. As some of 
the ratios will vary more than others, it was necessary to divide the sheet 
differently for the cight ratios. The current ratios which should not vary 


(2) RB. . Duning ~ Barometric Analysis of Credit. 
: (2) Dollar and 100% for each group are given in tables at the end of this chapter. 
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go much were placed on the sheet where the columns were only 25 per cent 
apart. ‘This was also true of the merchandise- receivables ratio and the 
worth=debt ratio while the worth-fixed ratios were 6 per cent epert. All 
sales ratios were ‘placed in columns divided tube hundreds. 


Due to lack of space id was thought best ant to inelude each modal 


sheet dn this report so a summery was prepared, ‘This svmary is given in 


tables which are numbered 1b, 16 and 17. “the total of each column is 


givens Por exerple & column heeded 150 might contain six ratios euch as 


180, 155, 169, 165, 174 and 168 whieh would be cunmtivi ned is being six in 


colvan 150. As some yatios were put on sheets with the same column head- 


ings these ratios were grouped together. It was for this reason that the 


’ merchandise-receivables and worth-debt ratios and the ratios con- 
taining sales were grouped together. 
Although this method does not give each ratio separately it is 


very valuable to the discussion as one can glance at the table and see the 


P éistrdbution of ratios and determine whether or am. the node is clearly 
defined. The purpose of this sheet was to find the mode ané the median 
‘ielie?” ‘By the mode is meant the ratio which appears most frequently or 
‘the "most fashionable" retio. It vas found by taking an | arithmetic 
‘average of the column which contained the most ratios as this colum is 


‘the focal eolwe. In Table No.» 4 it can easily be seen that the mode 


would be found by taking an arithmetic average of the column of retios 


‘beaded 300. But all of the modes were not so clearly defined and in 


‘some instances it was impossible te determine the mode. In some there was 
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@ bimodal distribution. By a bimodal distribution is meant that the re 
are two places around which ration are grouped. Such 4 eatecacnite Was 


‘ ‘found for example when the worth-debt ratio of group number one were 
_ Assonbled. ) 


The median is that item which is exactly in the middle when 


the itens are avranseé consecutively. ¥hen the number of items is even, 


it + hal fvay between the two middle terma; when the number is odd, it is 


E the middle term. The formula As Was used to locate the median. In 


Chart er & on page there are 50 ratios so the median vould be 


the 2845 mali 


The median wes thus found by taking one half the eifforence 
between the 25th and the 26th ratios which were 3&2 and 407 respectively 
and adding the reavlt (/2 of 26 = 13) to the 25th ratio 382. this gave 


the nedian ratio of S04. 


“The reason for using the mode and median an factors in arrivin: 
at a selected ratio 4s that they do not give. weight to the size of the 
oitteent. The ratios of the emaller ommnaiee have just aa sill weight 
in the dete rmination of the mode and median ee have the ratios of the 
larger ones. In the packing business, for example, there are a few very 
large companies which ‘atedee to a great extent the arithmetic propor. 
tions.*°) | 

We now see that there have been three different ratios selected. 
The first was obtained from the combined statements, the second is the mode 


(1) Ratio Method of Statement Analysis anc Type Pigures — a bulletin published 
by the Robert Morris Associates ~ 1925. 
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Sales ~ Merchandise Ratio ~- Retaii lumber bealer 


SSEEERESEREE | & 
a 


“400 800 600 700 800 800 1000 21200 1200 Over 1200 


407 §30 631 779 862 | |#§$ 1049 1152 1943 
419 576 654 798 801 : 1941 
453 613 638 723 
456 636 737 
484 524 

568 


a 
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Median @ 28.5th ratio = 504 


“tee 


Mode = Average of column 5 = 559 
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and the third is the median of the ratios of the individual statements. 
‘These three ratios have been set up in a tableswhich de seen on pages 25* > 
To get the final type ratio an adtimetic average was taken of these three 
a a i “We have condensed our work so that we now have one set of ratios 
for each of the four divisions of the industry, Tables are given below 


weir ‘show the type ratios obtained for each of these groups. — 


| | ae lo. 1 — Retail lamber Dealers 


Current 408 309 31az 372 
Mdse «Keo. 116 Pee te 326 108 
Vorth=Pixed 290 $20 2 SA 922 307 
Worth-Debt 416 565 779 389 
| Bales-Reo. 485 456 808 1449 483 
Salee-tidee. ay 330 304 1250 $81 
, Sales-Pixed 559 490 618 1664 555 
Sales—orth 192 151 186 5z@ 176 


ou 
Zable os § 
Group No. 2 a= Mholecale } lucber Yards 
 $086.. atelenr Monee 
Current 261 - 215 496 248 
Mdse.-Kee. ave 178 357 178 
. 280 181 “3 554 185 


412 . $28 £40 1480 405 


297 249 20 207 269 


Group No, 8 << Wholesale Lumber Dealers 
Without Yards or Inventory 


1925 = AY names 
| Current ee Z16 224 ae 220 


Teri Pie | a. gee 1259 629 
a 183 3 ga 46 217 
Salee-Ree. 614 5e7 1211 605 


- Sales=torth eo on ee 1601 800 
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Zable Noe 5 


be No. 4 =~ Hetail lamber Dealers who Gperate 
, millwork factories also 


i825 oo | 60 nemes 
igatl. Jobs Average 
eed 725 242 
7 ey 267 oh] 
OB 175 2) 616 206 
248 115 536 6ee 233 
457 445 | 4Be Lo62 46] 
S66 4c7 418 ae7Z 491 
484 356 451 L271 424 


aoe eso 207 674 225 


| -: ‘These four selection tables contain standard ratios for each 

| aivision of the lumber industry for the year 1925. It was pointed out in 
the ‘beghuning of this chapter that a ratio was affected by the na ture of 
the ‘vusinees ahh Wha 40 Would be wafair be say thet a company was in @ poor 
condition finaneially merely becaueae its ourrent ratio fell below 200. It 

| es a this purpose in rind that the study ¥ was made mui in order to see 

| at our previous statenent was correct, jet us examine the tables closely. 
cies “the best comparison can be made between group number one and group 
cme r Psi as each of these erovps contain the sare number of statements, 

| It ie interesting Ho note that the eurrent ratio of growp number one is 

| much larger than the current ratio of group nunber four, Our ratios point 
“a 4 the different but to understand the situation bet ter, ‘let us turn and 


dod nha e1 coo toe 


rots wast 


$1 


took at our 100 per cent statement and see if it throws more light upon 
| Qhe problem, It Witt be oticed Wat Wurrent aseete make wp 72.70% of 
: grow munber one wit 66.75% of number four. This is caueed by a higher 
"percentage of werchandise in group uuniber one. Upon the current 
‘debildties side of the balance sheet, the ditnetion is further explained 
for here it will be noticed that payables make up only 16.40% of total 
liabilities in group number one but that they make wp 25.00% of group 
; number — Yet when the nature of the business ie considered the above 
} facts would be expettes, In the first place, a Gompany Whieh deals only 
“te retail lumber would ndurally have more money tied up in Luventony in 
! “comparison to total assets than would a retail luiber dealer who also runs 
{ a will-work factory, as a good part of his capital would be invested in | 
| fixed ansete, Suck is the Case, for fixec agects in nunibe r one amount to 
| only 21.2% while in number four they amount to 55.25%, And again, @ retail 
lumber dealer wid not tum his inventory as van til's as @ vetadl Lumber 
| dealer who also operates & mi iwork factory and this cone lusion is 
substantiated for our pales—nerchandise eette in group one, which is only 
se, oxide in group four it is 491. : 
ee & “80 it has been clearly pointed oye by these ratios that they are 
atreotee hy A _ nature of She bus ine sa and consequently if type ratios are 
er ve used a8 me base to Compare an individual company to a EFOUP, the group 
| must he compoaee of companies in the same Aine of business, it is also 


age apt au? 


- Amportant that the individual company ‘ve of the game nature a8 companies 


jan the group. Then and x and only then wil type ratios ncowetely represent the 
| conéttton of any one inéivieual company which is being checked, 
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i Total 128 Statenents --- 1926 
Current 280 

Mave .-Ree. 76 Bs 105 268 ag 
forth-Fixed 262 177 201 710 237 
HorthaDebt 262 118 825 702 234 
Sales:tec. 524 582 497 2652 617 
Sales-Mése. 687 B62 £66 1615 £08 
‘Sales-Fised = 12 a mm 820 oTS 556 
Sales-Worth 262 16 tt (tit 718 28? 


ual This table, showing ratios obtained by Commiating ail 126 statenents 


, into! ob group, Was prepareé so ag to afford e weans of comparing each group 


to the total. The eight ratios check up very well with what we have previous- 
~. oe ane show us very conclusively that the various ratios are affected by 
the nature of the business. Let us for enanpie compare group munber three 


to the total. This group consists of wholesale Gealers without yarde or 


ine omit) 


| inventory and conseqventy the current ratio will be much lower as such 


‘companies have no inventory and vill have a arial amount of current assets 


in comparison to current liabilities. 80 firat of all we ean fee that the 


current ratio sone not we a fair rat to to seleet inn comparison with 


nies in group nunber three, But let us iook at the other ratios and 


a ge 


mee if they wil iso bear out thie seme seneginaton, Base mutioc that the 
outer statenont shove practically no inventory and 60 no mdse.ree. ratio 
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‘vas ee for group three, Group three has been responsible for pulling 


this ratio to the low mark of 89 which is unfair to companies in other 
“groups. fhe worth-fixed ratio is also uncomparable, for companies in 
this group would not be expected to have mweh money invested in fized 


| ansets. ‘@he worth<debt ratio and the sales~rec. ratios check up ; pretty 


{ 


well, ‘ie would not expect much difference in these ratios as they should 
be about the same in each grow. But due to the fact that it is a com- 
infission business the sales-worth ratio will be high for it will be poasi- 


ble to make more sales on a smaller capital investment. So we have seen 


thet in practically every case the ratimof the total statement are not 
repreventat ive of group three anc that for this reason group three gtate~ 
ments have influenced the total group ratios so that they will not accurate-~ 
aay portray conditions for any other group. “But this will have to be 


Bome as groups one and four make up 100 of the 126 siatements, so 


the peel figures would be more nearly correet for these two groups. 


ifieven stateronts were winded for é period of three years of 


_campantes an the district in and around Kansas GCity. These statements 
“are spoken of ag statenents from the Kansas City district, As explained 
ag! the seven steteinente were not inoluded in group one figures for 

the year 1925 as it would give weight to one section of the country to 
inolude them in the total. the shies method was used to find the 

artthne: tc and median averaryes but as only seven statements were used there 
was no ute seottagemnente BO an average of the first tro was made to 
“tine. the type ratio. This district has bon compared to group one figures 


oe chapter number pens A combined dollar and 100% statement was prepared 
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and is also digevussed in chapter mumber four. The selection table for the 


district is given below. 


Kansas City District 
_ Retail lumber Dealers « 7 staterenta 
Seleetion Table 


: LOLS. 

Current — 87¢ 845 724 
| Mdse Ree. 189 184 878 
 Vorth-Pixed 266 296 561 

Worth-Debt 437 899 B3E 

Sales-lec. 645 606 1252 

Sales-Mdse. 340 267 607 

Sales~Pixed | 485 518 1008 

Sales-Yorth 182 192 $54 

LY ee wou 1G 2 Geran (é cos.) 
388 432 836 
173 160 553 
282 832 620 
442 436 878 
21 453 964 
294 254 648 
440 $16 856 
155 133 268 
oe, 925 x= 
471 430 10 
165 146 $11 
274 261 655 
£85 570 1155 
578 536 1114 
348 424 172 
463 440 908 


EPR tae 


; y % Loves 


Orovp viene Le Palior Statement 
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Total Fixed pou i$ 
Total ae oe FTO, 702 100 00% 
| Miseiianecus is cs eisie Bn TEE wis, DBR 
er oe Total current 1,576,794 17.78 

baneetyd «Total debt 1,470,089 18,96 


‘Reserves : | 154,994 2.00 
| fotal | 7,780,702 100.00% 
Sales ===, 800, 435 161.7% 
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Total Current 


Total 
Jales 


2,555,865 


544,094 
26,513 


644,345 
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Group Number § ~~ 1925 


"Petal current 


 Gotal Pixed 


Total 


Total Current 


Total Debt 


Total 
Sales 


207, 458 
2,527,255 


2,641,489 


8,161,420 


983,821 
.,, a8 


1,221,085 


1,221,085 
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Governnent bonds 
Total Current 
Total ; Fixed 
Total 


17,121,772 


411, 204 
3,744,787 
2,919,154 


7,085,975 


10,616, 701 


2,451,347 
26 , 608 
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10,616,701 
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a . 1,084,650 4.54 
Receivables 9,115,387 36.15 
| Government Bonds 86,560 16 
Miscellansous ) iF Per ae 
- Total Current 17,162,100 71.94 
Total Fixed | 28.06 
Total 23,882, 686 100.00% 
‘Payables ee 5, 220,461  - 21.86 
‘Taxes | 67,414 +28 
‘Miscellaneous 633,769 wane 6S 
| Total Current 5,921,664 24.79 
Total Debt | 6,441, 362 26.97 
Reserves 882,224 2.23 
Net Worth | 70.80 
Total 100.00% 


Sales 47,750,522 199.0% 
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100.00 
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3.09 
24.85 
13.22 
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27.08% 
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‘will be selected which can be used in place 
oot the eight ratios. This figure will be enlled our 

; figure. The method used by Mr. Yall to secure 
index of 2 particulsr company n> compared with the 
total will be taken up in Chapter (Five. 


we have worked out for each group 


: pene ratios each of which is the type ratio for its 
ticular groups In order to get one figure which répe 


+> )The firat method was to use a weighted geometric 
The main objection toe this method of procedure 
io \at the seometrie average i@ not understood by - any 
usiness nen. For this reason the following is quoted 
ron Re Reigel's book on Business statistics « pages 250= 


7 "The geometric average is the th 
ee root of the proiuct of 7 items, a defe 
inition more complicated in sound 
than in fact. if, for exarple, there 
re five items, the geometric avere 
age ie found br multiplying together 
the five itera and extracting the 
Sth root of the product. dGinilarly 
. for a group of six iters the geometric 
average ia the 6th root of the product 
of the aix items. Expressed as a fore 
mula: Ge Ae & n Me one oe xX 
Bat continuous multiplication where 
. the itens are numerous results in very 
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eo their industry studies. Some ‘explanation may be dew 


, of a company and so the correct ratic is given a 
weight of 25%. | 


large products and extraction 
 @f high roctea and the labor ia 
be: atly reduced by the uge of 
~Jlogarithnua ««.. The arithnetic 
averege is such s figure that, if it 
were substituted for each of the 
original items the gum of the 
a, would remain the geme. ‘The 
sonetric é<ver:ge he such a figure 
nat, if it were substituted for 
pov "of. the crag. Ne) i bane, the 
“ preduct of the itema vould remain 
the game. «-e« The product of the 
i pia “yatios above the geovetric average — 
oe _, 18 equal to the product of the ratios 
«os aint of the geometric average to ‘the itens 
below the georetric average.” 


"The geometric average iy an average 
 -- Of ratios, each iter being important 
_.. dn proportion to ita relation te the 
- geometric average rather thon to the 
. absolute amount by which it differs 
from the arithretic average. “here 
used in connection with ratios, there» 
fore, the geometric average cives a 
consistency in ) Suite unattainable bir 
“any other tyre.* 


The assignecnt of weights hos been 


"purely Ltt wy’ The weights assigned are those thet are 


used by the Nebert Morris Association in practically ell 


at this point as some will question the right to say 
that one ratio is more ‘voluable then “nother. 
The first thing to consider is the correct posieg 


"No weight is given the Seeerere receive 
able ratio in any analysis as the value of 
thie ratio in different perlods of the 
business cycle is sometimes inverted. in 
a period of rising prices it is an advane 
tage to have the preponderance of currect 
assets in merchandise in order thot one 


might pares pecan of a speculae 
pnd profit due to this rise. Howe 
ever, in « period of declining prices 
it wi better to have the preponderance 
ae _ in reccivable.*(1) 
a ether ratio besides the current ratio which has been 
a weight of 25% 1s the Yorth-Debt ratio ond the reason 
ee for this is because a law Yorth-Debt ratio is o serious 
- @ondition ap it means thet the gompany is becoming 
‘loaded up with porrowed funds and fixed charges. The 


~~ game situation ie true in regard to the Vorth-Fixed 


a 
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matte as 4 fallina worthefixed ratio “indicates a decrense 
: : ing interest in fixed assets such ae machinery «nd equip 
: nt that are necessary to run the business. Sales ratios 
: ag; bom oo. the static- 
important. They indicate the 
@locity at whieh the business is operating. ‘The sales 


wratio.. ie given. a weight of only 5% because worth 
2ady been weighted te on cmount of 40% and because 


Lautieets a poor condition when it is low. This is 


ue in | sense as worth does not necessarily vary with 


eee In some cages: weignts ruat be changed in order . 
et certain conditions. This ie illustrated very well 


Ww group number three. This group is composed of whole. 
llunber dealers without yards or inventory and conde- 
es in this group have no merchandise and 


waetie Tie thoa of Statement ‘nalysis *nd Type figures - 
i, vateee econo at by the Aobert ‘orris Rsesocin tion. 
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no Fixed assets. But in comparison to worth 
_ fixed asset rthe Fixed ratio of 629 30 this wee 
considered in the wolghting. “Yeights here are algo arbis 
trory but are made to fi the condi tions. “They are as 
slows: Current and Vorth-Debt ratios - 35% ench; sales« 
orth ‘and “orth-?ixed - 5% each and the Seles Received 
the - - 208. 1b was on this basis our goometrie index 
ured.  Bome may disagree ag to weights uaéd and 


ie € ) The preparation of the index was 
ical process. “The first otep was to place in 
‘marked ratio the various type ratios of the 


War group. The ratio was then multiplied by the 
and the results added to find the weighted arith 


j / averege. The next ater was te find the logs of the 
Ascanes vag velar gee — by the various welaghte. 


“The result has been. te red:ce the 
atte’ ‘to one figure by two different avereges. the 
ited arithnetic. average is larger than the weighted 
setric average in every case. The trouble with this. 
- sgeredeaiiee fae _ncedbccnd yap -onaidered ne base 


rtances It does however illustrate the standard 
tor ‘the p anduatry. 1 In order to show how this vethod 


vn statements were ‘studied for a period 
+ The dBase used in thie case wes the aver= 
of the ratios for. the sted acacia vise 


oa which wae treated in this: vanner were found 
2 362,408 and 455 and their average which is 406 
} used as a dase. The procedure was to (divide the 


the ay Sabha wes the “index. “‘tebies ane below 


‘show these calculations. 


bed ndove hae never ny used vy ‘the Revert Yorris 
ciation. Ite Value is thet theoretically e geometric 
ete ‘the ‘only average that ia the true average for 
“To show the trend of a business over a period of 
is method used by the Robert Morris Association is 

‘Sintler. “Here the process is nerely to find the 
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VALU OS R. Leg x Weight. 


93.00 2.57054 .64263 
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TABLE HO. 19. 
| Index of Group Number Two. | 
co . RATIO 22. Value og ce. A 
Current 248 = 252.00 2.39445 =. 89861 

Midge. Reeoived 178 =O 
—— YortheFixed «185 «15-27-75 2.26717 «34007 
 Worth-Debt (162 25 40.50 2.20952 55190 
‘BeleseReceived 763 10 (76.30 2.88252 28°25 
 Beleseldse, 493 10 49.30 2.69285 —. 26926 
“Gales-Pixed 786 10 78.60 2.89542  .20954 
 GaleseYorth 269 5 15:45 2.42975 _.12148 
ae 347.90 2.45913 
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-PABLE NO. 20, 
Group Number Three - 1925 - 17 Names. 
220 36 77.00 2.34842 
608 5 30-25 2.78176 
— #orth. 217 35 «6995.95 2.33646 
ae ‘Sales-lece ived 605 20 121.00 2.78176 .65635 
eho, $02 344.20 yoo) 2.47805 
Ge Ae index @ 344.20 | 
Ae Ae index © 302 
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TABLE BG. 21 


Group Number Four « acid « $0 nanes. 


Current 242 «(as vale 2.30382 59595 
vase. Received &9 | | 7 

Worth-Fixed 206 15 30.90 2.31587 34708 
Worth-Dedt 233 25 57.28 2.36736 «89184 


SaleseReceived 461 10 46.10 2.66870 .26637 


Seleeeudse. 491 10 49.10 .2.66108 26611 
SaleseFixed 424 10 42.40 2.62737 ©. 26274 


Seles-forth 225 6 11.26 2.35218 _ 11762 


Average 297.50. 2.40770 
Tog = 2.40770. 
Index = 255.69 
TABLE HO. 22. 


3 Sohal 128 statenents. 


308 25 £77.00 2.45805 .62221 


‘Wise. Received 89 

‘Worth-Fixea 237 15 35.55 2.57475 436621 
‘Worth-Debt § (234 25 58.50 2.36992 .89248 
BaleseReceived 517 10 51.70 2.71349 .27135 
Sales-ase. S08 10 50.50 2.70329 .27033 
‘Seles-Fixed 6558 10 55.80 2.74663 .27466 


SaleseYorth 237 6& 13.85  ## 2.37475 _.11874 
340.90 2.50598 


As Ae Index 2 340.90. 
@. A. Index ® 320.61 
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- Belect ratios used tc find a base. Kansas City District. 


310 3s 277 
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«Index. Kansas City District. 


4a 1923 , 3) 4eme 1925 
wt, RTs VALUE eT. AL. VALUER YP. REL. VALUE 


erent j§ 28 89 22.25 28 100 26.00 25 112 28.00 
e. “Received 0 0 : 
she Fixed 110 16,50 15 98.14.7015 92 13.80 
| 87 21.75 25 107 26.75 25 95 23.75 
10 92 92010 122 12.10 
10 87 8.7010 120 12.00 
10 85 £5010 98 9.80 — 
5S 89 4.45 5 101_5.05 
97.50 
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j to discuss methods of statement analysis, prepare type 


: ‘flaures and 100% statements and te show how te construct 

en index. It will be the eim of this chapter to show 

what use may be made of what hes been found by comparing 

- geveral individuel comrenies with our group figures. The 

Keneas City district will aleo be compared so as to show 
ite, relationship to the country at large. 


OLSON ON OL ODEN Ags Companies have been selected 

from the various groups. They were chosen merely by | 
chance ‘and any other comp: 
erers, a8 the ‘ansas City district is compared to the group, 


my would have been suitable. Howe 


ught beat te select individual companies for compar 


“fron other sections of the country. 


: In Chapter Threewe developed tyne 


08 aaa hae stetements and in Chapter Four we have 


: been shown several wethoda of constructing an index figure. 
Ye constructed our index by means of a weichted arlthnetic 
“and 9 weighted geonctric average and so we will try ond see 
how our individual companies seleeted at random will come 
mare with these index figures. : 
hee ‘But before we proceed with thie eomparivon there 
48 enother methed which must be explained. This index is 
the one constructed Ry the rebert Yorrie Associates and is 
probably the best method of comparison. By use of this ine 


dex: each individual ratio of the individuel company is com 
pared to the corresponding selected ratio. The selected ra- 
08 aro the base used. 


For example, to find the relationship 


mere 


Pane 


Bas TRE a ae ee hoe os) Se 7% i 


thet on Ae dndtvidual oiewdut ratio bears to the coat divide 
, the individual w the base. In company ten of group No. 
‘Ditme formule er -~ follows 


: ‘mie sehianteln relattanuate ig then placed in the 
aor in our table is warked "rel," It will be 
notices in comparing ratios of individual company Mo. 10 
to selected ratios of group one, that, in some instances 


the anaivigual raticg are much larger than the base ratio. 
For exanple, the individual Sslecemerchandise ratio is 
868 and the base salesemerchandise ratio is only 3081 ao 
‘thet our formula if applied would be 962 which would give 
an ansver of 226, It can esaily be aie abate there la a 
oostbi lity. of the individual ratio being even much larger 
‘than the base. ratio then 1a the onse here. As a matter of 


fect we could ect a relationship extremely high for the 
eletionahip of one number to another ean fluctuate downs 
i from 100 to 0, but the eky is the limit in the fluce 
uation upward.” In order to correct this situation and 
_ prevent the possi bitty of anyone ratio unduly emphasigineg 


48 Aasociates. This formula is 100 2 100_« as e ratio 
Rationohip. #2 with thie formula the upward leeds np _ 
n set for cases where the individual ratio is greater 

then the base ratio for no relationship can be as great as 
7% In the example used above our formula would be: 

100 4 100 - $6} 156. The rule for this formla is thet 
it te to be used whenever the individual ratio ia greater 
an the base ) Patio. 


eutainnd by use of the Various setheda of ns 


r index. Let us first look at our index figure dee 
rom. the geometric average. two different compenies 


Company. umber ten. Group one + select rotios as 
formula used. 


¢ oe cae 
ee 


ouch an Andex was prepared and is given in table 
+ We get a figure of 105.89% which indicates 
ia just a little better than the normal 


- Phie ia true in spite of the fact thet the cure 
| ratios are much larger in the group 
 flauree. The condition of this cempany has been. improved 
} of ite high sales ratios. ee 

| Bat letus now lock at the following table which 
hows the relationship between the type fleures and the 


ual company when the type figures are used as » base. 


1.91391 


2.02860 
1.88649 
2.02860 
2.35411 
2.21484 
2.21484 
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It will be noticed that the index is 101.70% which indie 
 @ates only © very small increase above normnl. The reason 
the index is only 1.708 above normel 13 that tne frrmula 


s "vel." has resulted in taking 


importance thin’ the sales “Patios whit’ ti this: cave happen 


Ge be much larger then the bese ratios. The geometric aver« 


oo, ia ‘the other hand hee risen more because 1% has not 
‘Both indices 


been sade inelastic by on arbitrary formula. 
i /Amprovenent and ere valuable. 

hd in order to eke our comparison more vivid oe 
r company number ten and 
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i Mivehentice 2,827, 320 36.49 
Gov. Bonds 7a0 


Wiseollaneoug____107. | 
otal current §,642,028 72.79 


ToRat 7,750,702 100.00% 


“payables 1,271,219 16.40% 
Texes 4,868. 18 


sca ania 1,470,089 18.96. 


| Reserves 184,994 2.90 
Net worth 


| Torat | 7,750,702 100.00% 


21,800,438 161.99 
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60,552 76.09 
19,049 23.9 


19,666 324.70 


19,889 24,98 


19,889 24.99 


173,304 217.71 
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217.718 TET ehite in the group salen only 


“ten were “unusually high for the yeur 1925. 
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2 as its index figure is | only 78.63%. ‘dsoup one 


tios wore used ae a base in t te gompe vison. 


. But ret | us leo eck | ot the index which haa 
ea ueine the select reties as & bases it will 
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on a close exemination of this teble it ean easily be 


deus, that our index figures have told the true story. 
Although current assets sre 86.51% of toka’ 
company number five and current asseta in group nunber 


O8) assets in 


ae one ercunt to only 72.794, company five current rmtio is 
‘much lower ond its current position worse because payables 
; make current liabilities larger in group five. But the 
Le “a @tatement showa more Closely why the inden is below 


tee shouts he affected by takes for the poor gondstion may 
a have, pone dve to other ressons. It ig a ceincidence that 
sales “ raiaod the index in company ten and hove lowered it 


, a bigs sonnection with the poor sales sendition the 
eS 


e et oF the company is eer —r when it ie 


omit atk Sie 


to group one. 


$ i 3 Gonoekiongd 
302,410 4.93 3,310 1.32 
2,431,501 31.37 198,755 62.97 
2,927,310 36.49 55,995 22.22 


86.51 | 
199.90 


1,271,219 16.40 87,625 22.86 


11,800,435 151.77 177,090 70.51% 
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‘In the light cf all thet has been shown by 


gion that can be 
drawn is thet the company is below normal end care should 


this company’s statement the only conelu 


| be exercised in granting credit. In this connection it 
- @hould be remerbered thet such an onelysis as hos been 


“maie here conteing nothing of the personal element vhich 
must slwaye be considered in granting eredit. Although our 


' . | : 
fe tn a very much better condition, yet if it were @150_ 


_ possibte to consider the histcry of each conpany, and know 
_ Something of the »en in control our conclusions might be 


sterially changed. It can be acid however, that compare 


hes as made above are cortainly very important saa 


r and capacity of the ind ividuad companies. 


2 Jie Sy Distr: “It was pointed out in Chapter 
Se now on index should be prepared when statements can 
ivliined over a period of years. The seven statorents 
eke nangain City District were used ac they are the 


ently state-ents which are for more than one year. But in 


a ar 
= _ Baai thon’ to the index which was prepared te show the trend 


ef the geven compenios cover the three year: period two ine 
a “@iees have been prepared for the seven statements of the 


‘year 1926). Tho first index was prepared. by use of the 
oometric average and the secend by the method used by the 
Robert Norris Associates. Let us Bow turn and look at the 


 - pesults that have been obtained. we notice that the geo= 
: metric average index is at 104.59% of the group and that 
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- Gurrent 455 
“Wdee.eRec. 155 
- orthe nixed arr 
, _TortneDept 877 
| Balog nec. 657 
 Bhleseuise, 366 
Galeaerixed 452 


| BalesRee. 115 
4 —_—. 96 
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-Balece worth 92 


_‘Index = 104.89 
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372 
109 
30? 
389 
483 
S61 
555 
176 


2.08368 
1.95424 
2.17026 
2.06070 
1.98227 
1.90363 
1.96379 
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onal - 1925 ~ with group one ratios as a base, 
we ~ GOs Sa0ue why 
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“13.50 
33.25 
“12.40 
9.69 
8.10 
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110.29 


| City “istrict « Year 1925 « Geonetriea average 
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_ ‘& comparison of seven statenents of the Kansas City Dise 
2 for 1925 te group one statements for 1925. 
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31.37 
36.49 


400% 
BBA 
Be 93 
- 41.39 
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“Total Vixed 


72.79 
27.21 
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31.14 


_ Payables 
Taxee 


Pg. ae re 
ie 


|‘ YAgseelleneous 


16.40 


nonin as aes sect saansc 


13.68 
69 
04 


Total Current 
- ‘Resources 


sastliaeeneiciiiiaaal 


14.59 


85.41 


AA EON AOS SR Re BREW AROS ABCA AE ED AOR ES 


Bs 
eos 


100.00% 


151.77 
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‘ m8 resulted hore that has resulted in every case where the ; 


_ app average has been used ag it is lower in every case. 


| oe (wes -° The Fangaa City Dietriet group figures are hete | 
ag: ara figures for the entire country because thoy hove a 


. puch higher current ond vorthedebt and sales receivables 
i ptioe. Other ratios are all lower but ae they ere given 
hatter weights do not influence the index. But let us 
a 10 2 urn end study the 100% statements for the two groups 
re howe been aet side by side in table nurber thirty-three. 
| an exarine tion of thia table throws further licht upon the 
- aubject. viret of all ie noted thet merchandise is euch 
more in evidence in the Mangas City district group end it 


eal in this eenneetion, te refer beck to table 


nu % r thirteen in chapter Three and note thet this is about 
‘the Bame proportion of merchandise that the croup hos had 
“fp el three years. Uavine this extra information avalles 
oe we for the Kensas , Chty 4 iistriet the sonelugicn oust Re 
4 "that. & Gompany in that diatrict #12) have 6 larger -sount 
“of Anventory. Nowevor, | group one figures were carried 
over 8 peniod ef three years the proportion of merchondise 
- mdaht be more. But what this shows more than anything else 
4a that the collection policy 1s better in the Kansas City 
district. This conclusion is borne out by the tro Snlege 
: "Receivables ratios. The group one Jales«ieceivables retio 
46 389 ond the Kenens City district ratio 877. It will also 


_ be noted that the sales nercentage of total assets ia lower 
ta. the Kansas City district and thot no time during the three 
| this percentage been os high as the LOL. 798 for 


oe 


ict is ine better condition and a 


atenents has whown thet thie is true. Mut inthe = 


 Statenente for 1923 and 1924 at must be cone : | 
the anount of sales in proportion to tote 
fe not es hich es in the whole group, 2 


4 \ 
' 
, : . 
: 4 t i 5 : 
- i 6 ‘a ae " ee, 
; 
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Ler ae ae sant 
HG Beek ae 


pane 
eae 


se 


arket In Chapter one we mentioned that recently business 
men have added to what was. known ag the three "C's" of credit; 
e fourth "c* called the Gyeles It is a recognized fact thet 
| im every business there occure good years and bed year@. A 


period of prosperity will culminate inte © crisis end in tum = 
e —Grisis will breed depresaion.e But it will not be long a 
ub th this seme period of depression will also culminate inte 
a period of prosperity and the process has been repeated. 
Ag a ger eral rule it tekes but a very short time to destroy 
what boo been built up in the period of rising prosperity , : 


ut it usually takes ‘very much lenger to build up what hes 

ne ne destroyed, 49 was expleined in Chepter two the business 
Cycle must be Studied, ag in a period of rising prices, a com 
- “cap have « | Lenser. inventory, as it is conotantly ine 


in veluee. Sut in» period of falling price levele 


it ts best to have a larger preportion of receivables. 


| ov. 2. ar _Cvele; In the lumber a 
industry, as in other suaeekatiad. stern move up and down ae 


rapidly. A rise in prices is usually caused by an increase in a 
constructional activity causing o denand for lumber. Ina | 
| period of depresaion the vrodvetion of lumber hes been cure 
ms tailed end gupplus stocks have been used, The result then 
of eonstructional activity which has been started by the 
| , ae of low prices has been to increase prices and produce 
"Production fo increased by Funning night shifte, worke 
“ine “overtine, ‘building or new mills and of brinzing of idle 
mane t into ‘Ngan The demand is met sooner or later and 


ae 
diy 


the result is that the excess lumber is dumped upon the 
market and prices fall, a period of depression follows and 
—F mills are forced to operate at = loss. (1) 


In order to ahovw 


| he relationship between the analysis of companies by the 


ratio. method of analysis and the business cycle it ia first 
necessary to determine the lumber cycle. In order to do 
thie several different indicators of the cycle were selected. 


} Selected are as foliowss 


When lumber prices are low our 


2 ory te that daadiveition wil increase. In order to 
ahow but Laing activity figures were obtained as te the 
mount ef contracts . This informetion has been obtained 


_: years 1919-25 inclusive. In ok to represent graph- 


ee the source of informetion in regard to building 


| activity was the reports of the ¥. %. Dedge Corporation. 


“The F. Y. Dodge Corporation hes been in 
"the business ad ak sp construction news 
.. bea ..,,Sdnee 1892, resent system of tabulating 
— "statistical shee has been in process of 
_.... development since 1919. While every preceue 
' tion thet experionce suggests is taken to 
prevent errors, absolute accuracy in the |. 
steticstical tables cannot be guaranteed. (2) 


The 7. ¥. Podge Corporation divides the Country into the 


following ten districts: 


(2) The chen Taber induatey by C. 8. Brown containg an 
excellent discussion of the lumber cycle theory, Pages 131-35. 
_ (2) Statement made by the F. Y. Dodge Corporation in connece 
tion with each of ite reports. 


oe x ae 


pS ue is ae 


bea 


* 


tees (ineludes the Dakotag, 


; # York state and Nerthern New Jersey. 


— 


poe projects | are _elasaifiea in the following 


4 e. , noite ana Yenorial but Laine 

(9. Residential buildings. | 

“10. Soeiad and recreational bnitddies’ 

Nee : fhe year 1919 has been used as a base year. No cale 
‘eulation hae been made to remove the trend, or to remove sene 


nal and eyolical fluctuations. ‘he reagon raw figures were 
‘was because 1t would be impe 


Sgible to make the sane 

av tions for the lumber compenys which are to be compared 

ay Vhstbae thdVoators cf the business oyele,. 

"Three of the above ten classes have been solected for the 
er Comparison, These three classes are; 


This inoludes ants: y 


| os Fy. Y, ‘Pedge Corporation reports were ueed for the 
sahaaterie Northeastern States which anounts to seventye 


five: dereont ‘of the United States total. this particular tere 


oer ‘ae an 2 


pa rake 


Sidhe 


a ‘rae vis ce 


in hata Le 


 om™e Dodge ‘iesinins now ‘dealates thirty 
pix states and the istrict of Coluxbia 
and represents seven-cighthe of the total 
_ population but from the middle of 1921 to 
Jenuary 1, 19235, the figures included about 
- g@ventyefive percent of the total censtruce 


tion volume; from "sy 1, 1920 to Yay 1, 1921, 
eeventy-four pereent; from January dy 29018 © 
to Yay 1, 1920, seventy-two percent, + gi 
Jenuary 1, 1915, sixtyenine percent. * 


in order to show the lumber 


sp ; 2 ‘the second indlester chosen was the amount of lumber 
au oO d over the seven year period. These figures were obe 

idfvcu the:-curvey of Current Business for February, 

: table. number, sixty-two and from the August, 1924, issue, 

“nunber = Pigures represent the total cut of ten 

Mies of lumber: Yellow pine, Douglas fir, Hemlock, Yestern 

2 “Redwood, Maple, Birch, vhite fir and Sugar pine, repre- 

- over seventy peneeut of the totel cut of lumber in : 

ted States. 

| The year 1919 has aod used as a Dase year. This 

was ; used so. lumber production and e@onstructicnal ace 

) on the same chart. | 

| The third facter to be used to dee 


n . the: lusber cycle 1s lumber prices. It consists of 

_ “empe Ate Lumber prices compl led weekly anid deta published 
] in the Lumber nus ae ee and Dealer, representing combined 
ed ‘aversges for the respective series of lumber based 


ps quototions on Various grades for each species. The species 
are ‘weighted eo to amnusl production of the previous 


ne ion of. tables given y Fe .%. Dedge Corporation 
ic | Review for January 1924. 


ar 


eiowt 


nev produetion figures are “avedlable, Tho softwood index 
‘upon seven specteas | Yellow pine, Douglas in, 


cs: Basswood, Elm, Cak, Gum, Ash, Cottonwood, 
etnut, P Poplar, Hokory and Yelnut. Figures formerly pube 
(before Mey, 1924) covered only the first week of the 


ers the United states for the year 1924, page 668. 
prices are #190 given for both hard and soft woods 
a ‘This is the price | given out by the bureau of the 
and ie also found in the Statistical Year Book for 
Bota of these price indices heve booked plotted on 


i ‘thira petee index has boon eats It is the ine 


states Departuent vad Labor ie 1913. Toe place the ine 


one 


mnt and one | was taken as & base. For e7 


OT eg a Be eo eS 
ee Cl ahd 


- A soot thabies én Weied wind: be present by such & method 

i of onl: widetow’ which would not be present if the index 

me prepared by use of the geometric average. Sut the 
‘- ‘ 42 80 small that the index figures wil! represent 


accurately the price tase of building materials over 


the ‘ote year period. 


In Chapter three the ni Qied of 


ing sdleot ratios was explained and guch ratios were 


Weloped for four different groups of the lwibor industry 


: or the year 1925. In Chapter Four> it was shown by using 
‘ ven statenonts of the Kansas City District how an index 
: outa be prepared when staterents enn be obtained over o 


oa of severe years. It was also explained that it was 


ssible to secure statements for other years than 1925 

a necessary to look further for select ratics to 

van index for the years 1919 to 1924 inclusive. The Robert 

8 Asseeintion has wade industry studies of the lumber ine 

itry over & period of several years ond hos classed their 

nies as lunber yards and lucber mills and in order to 

ure select ratios to form an index the group consisting of 

2 wrk or yards was selected. The mumber of statements in the 

ys ‘ach yenr is given below: 

1919 + 20 19m = a8 1923 + 57 ©1926 = 50 
1920 = 26 1922 «= 27 1924 « 113 

| nen “the index is compared with lumber production, cons truc~ 

end prices the year 1925 will have to be modified to 

: extent baal it consists of group number one of Chapter. tue 


ets 


Hike 


ag eons et 


whion ‘containes cake retail lumber dealers; while the Robert 
Yorris. select ration for the years 19191924 are composed 
of lumber yards « both retail ond wholesale. 


Since we have already used 


the year 1919 as » base year for lumber production and for 
- construction figures it was thought best to change fram the 
method used in Chapter Four) to prepare the Kansas City Dige 
trict index, where the base was the average ratio over the 
given period of years, ond use 1919 for the base. This 
whl enable us to place the index upon a more comparable 
basis in the preparation of charts which are shown at the 


aaa = chapter. The year 1919 happens to be « very 


a... is prepared and gee uk cone lugions can be obe 
ained from each. it will be noticed that Chart /I compares 
total building activity in the twenty-seven 
wht h the index of select ratios, lusber production and builds 
F ing materiel prices, 

. One of the firat AD Ea about the Chart 
te that the index prepared for the lumber cor 


tortheastern States 


apanies does not 

; fluctuate as much 4s any of the other indices. ‘This is 
caused by the use of theformula. The foruula is used only 
when the individual ratio is larger than the base ratio and it 
makes | it impossible for the relationship to be greater then 
“gh hundred but can only aporoxinate it. 

The GRarS, I; Behe out very phen sie the comlitions 


tee? 


eh 


4 


4 


TI 


j 
on Bie 


Tt 
i 


. 
ra 


H 


SKOUe Be ws 


BSE w SHEDS 


ss have existed uring the Nicaea. Shee of put 1ding 
material wore still high in 1920. This situation was a 
result of after-war conditions. The chart is on & yearly 
basta 20 it is not possible to tell just exaetly the period | 
Sat | the year when changes have occurred. Vere Thomas 3. Holden, 
- Statiaticion of the ?. w. Dodge Corporation in an article 

"publ ianed in Decenber, 1923, made the following remarks in 
egari to construction activity sinee the Armistice. 


“the year 1919 opened «ith © low rate of cone 
struction activity. After a few months it was 
evident that ex-ected dreps in ecat levels 
were not going to take place. By ridsum-er a 
_ boom had developed. Spurred on by the boom 
in industrial and cormercial fields, construce 
tion continued at an inoressing high rate 
 ‘*t42 the early months of 1920. Then cane 
the collapse. ‘the year 1920 was « year of 
decline; 1922 a year of gradval recevery to 
normal; 1922 a year of great conatruetion 
-wolume, the revival extending into the early 
months of 1923, when a second reaction occurred." 


: A glance at the Chart weet show the above to be 


or | bui Idina vateriols price ‘index rose in the year 


0 and there wae a decline in construction. The price ine 


ae 


ex fell in 1921 while the number of projects has increased. 
., will be noticed that lumber production has also felien 
a9 the pice index fells and with o fll in the price index 


- sat if ey 
re ie 3 


the index of gelect ratios of lumber yards has gone to its 


e i. 


Now marke for the six year period. Prices remained at about 


the sare level in the year 1922 end the result was that 1922 
was a year of great construction volume, lusber production 
_ Anoreased and the select ratio index aleo rose. In 1923 


» eanording to. Fe We wan reportea with the result that 
“the construction average for the year was about the same as 


for 1922. Lumber production inereased with the inerease of 
prices while the sclect ratio index is at exactly the sane 
level ag in 1922. In 1924 the price level, lumber produce 
tion end the select ratio index have all slightly fallen. 
wm ile there has been « very slight rise in the number of 


ilding project contracts and « rise of fifteen percent 
the building value index. It is difficult to understand 
just why this situation has existed but the following is 

. _ given in Partial explanation. In the first place by refe 
avon to table No. 39 it will be seen that in practically 


. ose the index of wages per hour for men in the builde 
ge trade hag risen. Consequently, there will be « rise in 
re. ue of buildings as, higher wages will inerease the 
3 of construction and so in reality there has not been 
‘& great rise in total construction. in turn, it ean 

: een that there would be a decline in the dexand for 


ber p and building material end likewlgee a fall in the 
, elk ot ratio index. the decrease in the derand for lumber 

: A bul Laing materials has likewise resulted in the decline 
Leh } been noted in the price level. 

‘The year 1925 is a boom year in constriction and 
A of the Sonatruction ccurvesmove in the upward direetion. 
vices. are etill falling; (it is interesting to note at this 
peter. thet, the, two indices of prices thet are given in Chart 
be eree with the Aten: af pt tine materials compiled 
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oy the united States Department o of Tabor) but due to the tree 
“‘mendous boom in econatruction activity there has been an ine 
“crease in lumber production and a rise in the select ratio 
“index. ‘The price index of building materials we have noted 


giees with the Lumber Yenufacturer and Dealer's index of 
ard and sof twood prices, but it is probably more ve luae 
le on index beeause as a general rule companies listed as 
o » ov yards will carry all sorts of building materiale. tn 
: dying the select ratio position for 1925 it must be remem 
‘pered thet the index hos been based for this year upon the 
sotect ratios of companies who do only « retail business. Une» 
edly, there has been « rise in the year 1925 but it is 
‘es great & rise as ie ania on the Chart. Construction 
ty has reached such 2 boom that even though the pric 
hae sliehtly receded ales have inereased and lumber 
8 are in & much better position than they have been in 
tire seven year period. 
4 index figures uged to plot this chart are given in 
ables at the end of the Chapter. , 
2 We have noted that the 7. “. Dedge Corporation 
“elagat fies construction into various groups. in order to show 
| ‘urther the correlation vetween lusber prices, building mae 
torial prices, lumber prodvetion, construction activity ond 
“the index of select ratios three other charts have been pree 
pared. The first of these three is Chart No. 2. The only 
difference between it and Chart No. 1 is thet in place of the 
curve of totel construction activity has been substituted the 
curve of reaidential building. Mr. Holden in the article re- 
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terre to above pointed out that, “reaidential but 14ings Cone 
prise the largest Subedivision of construction, amounting 
-norasliy to about one-third of total construction. * Consee 

| quently the importance of bresking up tetal construction into | 
‘the Various classes ill be even more evident as far ag rege 
Adentis2 » buildings are Goncerned, 

ae An examination of the Chart shows that ut moves 


. rapidly than the. curve for total construction. The 


uation is ite For at the end of the Yar there exiated A 
sing shortage. But because of the high price level for 

La ng materinis housing construction did not start upon 

8 breat boon until the year 1921 when the price level fell. 
in 1921 the construction index rose but due to the 
| of building material prices, lumber production and the 


% ratio index fell. This has been pointed out in regard 

hart No. 2 as due to the decrease in profite caused by a 
} price level. ~hen Cherts No. 3 and Noe 4 are studied 
“other goniiitions will be noted. ‘The eause of the ‘ase of the 
ie dential curve is the result of the building deficit in 
residential building caused by the Yar. Construction during 

Mee. Nar. ported was mainly of an industrial nature. 

ie eens 2088 shows a more rapid rise in residen~ — 

L building with the price level practically the sane ae 


the year 1921. vith the rise in residential building there 
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tion index has increased. There has been an inerease in the 


; amount of Bailes over the year 1921 and the select ratio ine 
dex has risen. 
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The year 1925 in Chart No. 2 differs from Chart Ne. 
a way in the nore rapid rise of the construction line. The 


showing projeets has fallen but this is explained by the 


"pul laine materiale price index curve which has risen causing 
“eonetriction to be more valuable. ‘The index fer the compane 


o “tes Consequently has revained at ite high point. The years 


1924 and 1925 explained in Yhart No. 1 are the same in this 


ee © 
In sonnection with the fear ef Chart No. 2 it 
| te Antorestinc to note that an article published vy Doctor 
| Williford I. King, in the July 1, 1923, issue of the, "Amerie 
ee Contractor," pointed out that the curve of residential 


id lume anticipates all other dusiness barometers exe 
— aept a curve of average nei ees in the bond market. ‘Wr. Holden 
ig ‘the ¥. . Dodge Corporation verified this ccnelusion and 


made the following rome 


“yoney geeks longetera investment ~hen the 

demand for it elackens in the field of come 

mercial banking. At euch a time idle money 

'flows firat into the bond market, then into 
oe real estate invest~ents and efter a a ae 
Sli pate of tiney into commercial fields." (1 


i_rka in explanation; 


 @inee residential building makes up a very large 
percentage of tetel construction we would expect it to move 
ge tre game general direction, so let us now turn and look at 
tet oe. 3 which shows the relation between prices, produce 
tion, the select ration index and industrial construction. 


(1) Northwestern Commerce - Decexber 1925. 
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“The ehart atitere from | Yo. L and Yo. 2 because 


; (8 big year for indvetrial construction. During 
P donatrustion » wes centered upon industrial ontere 
geo, profite wern large end there wes & rapid ineoweas a 
thie type of construction. All was gocd so long ae 
wer held up but with the fall of prices in 1921, 
d with the over e pension of industry due to the | 
pation | of further profite whieh fuilei tc materiale 


ui dustrial eonstruction fell off ond had the effect 
a ng the curve for total construdtion tise lesa rapidly. 
‘the curve showing residential eonstruction. The falle 
100 level has caused a decrease in the sroduetion of 


and the eelect mtiec index eo hea been noted in 

on with the other charte. 

in 1928 low prices for bul ding material have 

“i riee in both conatruction linea. Prices aid 
we | ever the Getta index. The in@rease in cone 

t hae brought e rise in Lumber production and 

. ‘gondition of lusiber denlers is better. 

; “The yeor 1923 shows a vise in all curves: sauiet 

elect ratio index which has remained at the sane level. 
e of the best yoars for industrial construction 

. eo22apse in 1920 and 1921. In 1924 all five 

ve down and the year ia sort of a year of general: 

The reaction in construction we have noted, hos | 

a decline in the demacd for lunber and a fall — 

evel with | the: 2 Lower solect | ratio index as a 
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: mbiahadved at the low mark eonstruction will increase 
wil lumber production a8 will the general level of busie 
235 shown by the select retio index. 

But the most significant fact shown by the 
re the correlation between the curves for industrial 


lding and the general business index. The industriol 


. of the p riod im-ediately following the Yer. The 
) of lumber production also follows a curve which crree# 


“pretty well with the curve of general business condi- 


a hhpee the index of ES business conditions) ef 
vats but the construction curves here congist of 
cial t building. 

a The year 1919 in ccameroinl building isnot at 
heh point as the vear 1919 for indivetrial building 


eas building. They are however much lower than 
curves. for tesidential budliing. They coincide more 


ath it has been pointed out thet the rege 
ay curves have risen much faster and higher. This 


the charts for total, sent aumsank end induse 
ion are previously expleined no further 


aes 


tes RS 


a . 
Zz sk. ee Sy Li. 
Jk. nee 
- 42. es 
oO. oa a eae 
z = a - ne | 
+ ; 
or + : penises 
tang ~ nw S 
vs “A 
aE i 
% ay i 
a aeue 
‘ 
tad ; 
jd + - 
teh é 
Bd 7 
aos eee ti 
tt Ti ++ + nee 
. me - 0 2 
mh pi Bis +t ac iG 
: te a i ‘i a 
cS an : 
ree ¢ 
gee wie aS Ly Be LTS 
= 1 wes REE ELA! 
Pat a i 
ee Gas e 
ai Pe Bs 
¢ + t 
‘ Ms + : : 
te: . 
pia Gaba bas £5: ae a : ee 
TAGE OR ame 4 ieuwe 
Sawai i a ahs 
r + ti : 
. + e 
FEEL m es H 
st 
. a 
3 i 3 
- ‘ 
4 i is. 
+ 
t : itt 
i ae 
me 
Pas 
- t 
sms 
+ ay : - “ 
3 
Te ‘ee 
+ — 
e Saas 
i paue ae 
(Be £ eg " 
; 32. T 
eR es 
eu hii t . 33 
Le a rt ym: 
: eS ti | t CRS Rie ey 
se eds é aw f LDS OF RO SD a 
a BL I 8 wg 
i t ‘3 
; % 
+ a eared tort 
; b GS ES ected 
z 
i 
7. 
— 
Se: : : 
a m2) 
4 
i 
a. 
+ 
4 
; 
+ 
} ewe 
iq eames 
a 68 5 oma 
SSNS ERSES MELEE SRERE REESE Oeees dee +4 ee po 
- oe . 


py 


hae stag 
rate 


3 


LEFAX FILING INDE 


uae eka RTE 


NSPE REET Sit SIRE RU 
. eRe Mestad 


SaEaaeearer cmos 


SALT OE © 
PSS. SE Oe 

Rag he Raw 
RAE OAT SI 


eet 


Se geome 


ee ee ee 


+p 


y 


at 


rapidly than adueasbule conatruetion Vand 
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Penn tanetion. 

Re the voon in residential building caused 
by * housing shortage which was & result of 
‘the War has affected the total construction 
curve go the cnet pusinesa index for Lurber 
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varie eorrelates ae with the ourve for induse 


3, 


di cates ace will follow in. 
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24,718,500 
20,147,168 
27,246,512 
20,943,152 
29,026,056 
51,425,930 
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 1p2n 
1923 
uses 
4928 
" RABLE 10, 36 
_ imo 2s 100 
4920 65 131 


1921 # 62 
1922 e@ 84 
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19293 e@ 94 
1924 28 #88 


1925 8 87 


Statistical Year Book of the United States, 1924. 


1) Survey of Current Business, Yebruary 1926 and August 1924, 
Survey of Current Business, February 1926 end Augurst 1924. 
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, : : ) Tn 2 Chapter five | 
methods were explaine. by whieh 1 an ‘findividued conpany : 
: eould be Gompnred to the group ond seversd different compane 
| ies were compared wilh Group ene figures to show what ree | 
| sults oould be obtained aos using auch nethods. Sat these 


| 4 eouparisons wore meade for only one Years the year 1925. ) 


win order to mike further use of the index method of compare 
Lees } 
faon statements ware secured for the/ Lunber Company of Lowee 


‘The statesentsa which were received fren. 8 broker were pleced 


a ren the Sobert Yorris Associates forma, the eight ratios 


worked for each yeer and 100% atat mente ‘prepared. ‘These 


were placed upon a form beside the figures of the corbined | 


Amber : yard stater ents thet have been referred to severnl 


oe tines before in tate Chapter. An index was >repared for the 


 Yane-Foore Company each your using the seleet ratios of the 
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aa ficures for o base and wherever the base ratio was 


"Bock at the index ‘nikon hes been prepared and see how the 
» hag checked up with group figures during 


‘Ke saver veils period. ‘The year 1919 was a bad year for lum 
am cormpenica according to the index which was compared when 
. the select ratios for 1919 were used ae a base as no time 
anne the period did this index go as low as 100. It will 
be noticed that in 1919 the X Company ig much better than the 


oo uta. 7 
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Let us now turn to Table No. 49 and 


: oup for the index figure 7 


‘100% PO a Fs shane that thet io —_ ah ae ave . 
rent position due to a large prop ortic sien. n of gy 
t will be noticed thet this hes been the. ence. re geal 
| ery year es only in one yeer was the orchandteessieceivebte : 
Patio over 100%, ividently the terns of sale are diffe re nt mee ‘ 
in this company or the coli ection poltey has been Poors thie 
: sue thine is pointed cut by the SaleeReceivable: ratio which | , “ 
‘e & reieteanee» to the select ratio vorying betwoon a2 2 ond 


In the yasr 1920 there. is a Oe arop inten 
7 ag Dut the index is sti21 much above 100 end so it would | 
ndicete that the Company hes been well manegeds ‘There est 
no imp ortart chenges in conditions cince 1919. : 
the year 1921, a year which was ‘popresented as the 
Rt rat year for the cowbined comp nies ty use of 1919 oa bs bage 
peereestes as one of the vest years for aes + Company. 


a ae of total assete in the year 1020 te 5 792095 of total 
ste in the year 1921. it is egain evidence of the fact — 
the company has been well mene gede The fact that. the 

mn ony has. ‘been well managed as agedn ahown to. be true by 
pe statement for the company. has decreased ite peyebles 
18.90% to 7.89% and has at ‘he sone time ‘maintained bout 

‘eone proportion in current aesetas a. 
‘In 1922 the index figure at 1 “e et: 

3 has been caused by on unusually nigh e 

ingecernban hove amounted to 81.088. : 
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‘the average it seens thet such a large anount of receives 
bles ia toe large considering that the year 1922 was & year 
of revival as indleated by our construction curves and by 
4 the index prepared when 1919 was used as a base. The Come 
| pany is evidently well above normal but the index figure 


“in this ease considered in the light of the 100% state 
nent will be #omewhat reduced. 


ro | 1923 ahows a drop ef 11.75% dn the index figure 
“in eplte of the fact that gales hove increased over the year 
7 eee re.to percentage of total assets. The current ratio. 
has fallen te 719 and has approached more of s norasl ines 
thon eo in 1922 the current retio was very far out of line 


ie what might ordinarlly be expected. This has been the 


7 penson for the fell in the index. If the formula had not 
been used the obnorcel current ratio would have drawn the 
- Sndex stil! further out of lines Nevertheleas, it can be 
ae the X Lumber Comoany is still in a mich better 
" @onai tion than the group. 
yo 1924 shows ‘the X Lumber Company index figure at 
“205.358, the lewest point that it hea reached. ‘ec have 
“previously noted in our discussion thet 1924 was © vear of 
| “ peaction and thet a fall in the index would be expected in 
7 this years However, °6 the index is 9t412 5.35% above nore 
net there need be no reason for elarm. 
The year 1925 shows thn X Tauber Company to be 
iy below normal. iIn comparing 1925 with previous years 
_ 4% must be remembered however, that Select ratios for 
this year have been prepared from a group of fifty reteil 
tener dealers and that in previous years the groups have 


105 a 

_ Gontained beth retail and vholesale yards. ir itt had been 
 pessible to secure the Sane fifty statexents or a sini lar 
| group of fifty atate: ents for each year the break in the 
index would probably not be 58 great as to shown here, 

But the only conclusion we _@an draw in regard to the — 
@rodit standing of the "x" > Company in 1925 ia that | 
_ 4% hes fallen much below noraal and that this condition — 


bY te A result of ite failure to improve in the gare propore 

: : tion that improvemeat hag been shown in the fifty conanios 
Y ; of the group. Index figures and 100% statements sre given 

: in the following tables. Another thing that must be cone 

3 sidered 4s that in this year, ea well ne in all of the | 
| other years the pereentage of sales to total assets is much 
below the percentage of sales to total sssets for the group. 
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Reserves 


Capital Stook 
Surplus 
Net Worth 


TOTAL 
Sales 


» Ourrent 
\Ndsee-ReGe 


Vorth-Fixed 
Worth-Debt 
Seles-Rece 
Sales-)idse. 
Sales-Pixed 
Sales-Worth 


LADEX 


38,480 6205 
299,056 47.07 
162,508 25.58 
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119,650 18.99 24.83 153,037 23.35 18.96 
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501,761 79-65 109485 540,178 82-54 151.77 
Go. Group _Rele __Value. Qo Group _Rele __ Value 
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103 122 97 109 ) 
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310 0s«B 74 82 8-20 291 $55 52 5-20 
118 4168 70 3.50 132 176 75 3075 
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